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Coast Guard Cutter Procurement: Background and Issues for Congress

Summary

The Coast Guard’s acquisition program of record (POR) calls for procuring 8 National Security
Cutters (NSCs), 25 Offshore Patrol Cutters (OPCs), and 58 Fast Response Cutters (FRCs) as
replacements for 90 aging Coast Guard high-endurance cutters, medium-endurance cutters, and
patrol craft. The Coast Guard’s proposed FY2019 budget requests a total of $705 million in
acquisition funding for the NSC, OPC, and FRC programs.

NSCs are the Coast Guard’s largest and most capable general-purpose cutters; they are intended
to replace the Coast Guard’s 12 aged Hamilton-class high-endurance cutters. NSCs have an
estimated average procurement cost of about $682 million per ship. Although the Coast Guard’s
POR calls for procuring a total of 8 NSCs to replace the 12 Hamilton-class cutters, Congress
through FY2018 has funded 11 NSCs, including two (the 10™ and 11™) in FY2018. Six NSCs are
now in service, and the seventh, eighth, and ninth are scheduled for delivery in 2018, 2019, and
2020, respectively. The Coast Guard’s proposed FY2019 budget requests $65 million in
achuisition funding for the NSC program; this request does not include additional funding for a
12" NSC.

OPCs are to be smaller, less expensive, and in some respects less capable than NSCs; they are
intended to replace the Coast Guard’s 29 aged medium-endurance cutters. Coast Guard officials
describe the OPC program as the service’s top acquisition priority. OPCs have an estimated
average procurement cost of about $391 million per ship. On September 15, 2016, the Coast
Guard announced that it was awarding a contract with options for building up to nine ships in the
class to Eastern Shipbuilding Group of Panama City, FL. The first OPC was funded in FY2018
and is to be delivered in 2021. The Coast Guard’s proposed FY2019 budget requests $400 million
in acquisition funding for the OPC program for the construction of the second OPC (which is
scheduled for delivery in 2022) and procurement of long leadtime materials (LLTM) for the third
OPC (which is scheduled for delivery in 2023).

FRCs are considerably smaller and less expensive than OPCs; they are intended to replace the
Coast Guard’s 49 aging Island-class patrol boats. FRCs have an estimated average procurement
cost of about $58 million per boat. A total of 50 have been funded through FY2018. The 28™ was
commissioned into service on July 25, 2018. The Coast Guard’s proposed FY2019 budget
requests $240 million in acquisition funding for the procurement of four more FRCs.

The NSC, OPC, and FRC programs pose several issues for Congress, including the following:
e whether to fully or partially fund the acquisition of a 12" NSC in FY2019;

e whether to fund the acquisition of four FRCs in FY2019, as requested, or some
other number, such as six, which is the maximum number that has been acquired
in some prior fiscal years;

e whether to use annual or multiyear contracting for procuring OPCs;
o the procurement rate for the OPC program,;

e planned procurement quantities for NSCs, OPCs, and FRCs; and

e initial testing of the NSC.

Congress’s decisions on these programs could substantially affect Coast Guard capabilities and
funding requirements, and the U.S. shipbuilding industrial base.
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Coast Guard Cutter Procurement: Background and Issues for Congress

Introduction

This report provides background information and potential oversight issues for Congress on the
Coast Guard’s programs for procuring 8 National Security Cutters (NSCs), 25 Offshore Patrol
Cutters (OPCs), and 58 Fast Response Cutters (FRCs). The Coast Guard’s proposed FY2019
budget requests a total of $705 million in acquisition funding for the NSC, OPC, and FRC
programs.

The issue for Congress is whether to approve, reject, or modify the Coast Guard’s funding
requests and acquisition strategies for the NSC, OPC, and FRC programs. Congress’s decisions
on these three programs could substantially affect Coast Guard capabilities and funding
requirements, and the U.S. shipbuilding industrial base.

The NSC, OPC, and FRC programs have been subjects of congressional oversight for several
years, and were previously covered in an earlier CRS report that is now archived.! CRS testified
on the Coast Guard’s cutter acquisition programs most recently on July 25, 2017.2 The Coast
Guard’s plans for modernizing its fleet of polar icebreakers are covered in a separate CRS report.?

Background

Older Ships to Be Replaced by NSCs, OPCs, and FRCs

The 91 planned NSCs, OPCs, and FRCs are intended to replace 90 older Coast Guard ships—12
high-endurance cutters (WHECSs), 29 medium-endurance cutters (WMECs), and 49 110-foot
patrol craft (WPBs).* The Coast Guard’s 12 Hamilton (WHEC-715) class high-endurance cutters
entered service between 1967 and 1972.° The Coast Guard’s 29 medium-endurance cutters
include 13 Famous (WMEC-901) class ships that entered service between 1983 and 1991,° 14
Reliance (WMEC-615) class ships that entered service between 1964 and 1969,” and 2 one-of-a-
kind cutters that originally entered service with the Navy in 1944 and 1971 and were later

1 The earlier report was, Coast Guard Deepwater Acquisition Programs: Background, Oversight Issues, and Options for
Congress, by Ronald O'Rourke. From the late 1990s until 2007, the Coast Guard’s efforts to acquire NSCs, OPCs, and
FRCs were parts of a larger, integrated Coast Guard acquisition effort aimed at acquiring several new types of cutters
and aircraft that was called the Integrated Deepwater System (IDS) program, or Deepwater for short. In 2007, the Coast
Guard broke up the Deepwater effort into a series of individual cutter and aircraft acquisition programs, but continued
to use the term Deepwater as a shorthand way of referring collectively to these now-separated programs. In its FY2012
budget submission, the Coast Guard stopped using the term Deepwater entirely as a way of referring to these programs.
Congress, in acting on the Coast Guard’s proposed FY2012 budget, did not object to ending the use of the term
Deepwater. Reflecting this development, CRS Report RL33753, Coast Guard Deepwater Acquisition Programs:
Background, Oversight Issues, and Options for Congress, by Ronald O'Rourke, was archived in early 2012, following
final congressional action on the FY2012 budget, and remains available to congressional readers as a source of
historical reference information on Deepwater acquisition efforts.

2 See CRS Testimony TE10020, Building a 21st Century Infrastructure for America: Coast Guard Sea, Air, and Land
Capabilities: Part 11, by Ronald O'Rourke.

3 CRS Report RL34391, Coast Guard Polar Icebreaker Program: Background and Issues for Congress, by Ronald
O'Rourke.

4 In the designations WHEC, WMEC, and WPB, W means Coast Guard ship, HEC stands for high-endurance cutter,
MEC stands for medium-endurance cutter, and PB stands for patrol boat.

5 Hamilton-class cutters are 378 feet long and have a full load displacement of about 3,400 tons.
6 Famous-class cutters are 270 feet long and have a full load displacement of about 1,800 tons.
7 Reliance-class cutters are 210 feet long and have a full load displacement of about 1,100 tons.
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transferred to the Coast Guard.® The Coast Guard’s 49 110-foot Island (WPB-1301) class patrol
boats entered service between 1986 and 1992.°

Many of these 90 ships are manpower-intensive and increasingly expensive to maintain, and have
features that in some cases are not optimal for performing their assigned missions. Some of them
have already been removed from Coast Guard service: eight of the Island-class patrol boats were
removed from service in 2007 following an unsuccessful effort to modernize and lengthen them
to 123 feet; the one-of-a-kind cutter that originally entered service with the Navy in 1944 was
decommissioned in 2011; and the Hamilton-class cutters are being decommissioned as new NSCs
enter service. A July 2012 Government Accountability Office (GAO) report discusses the
generally poor physical condition and declining operational capacity of the Coast Guard’s older
high-endurance cutters, medium-endurance cutters, and 110-foot patrol craft.®

Missions of NSCs, OPCs, and FRCs

NSCs, OPCs, and FRC:s, like the ships they are intended to replace, are to be multimission ships
for routinely performing 7 of the Coast Guard’s 11 statutory missions, including

e search and rescue (SAR);

e drug interdiction;

e migrant interdiction;

e ports, waterways, and coastal security (PWCS);

e protection of living marine resources;

e other/general law enforcement; and

e defense readiness operations.'!
Smaller Coast Guard patrol craft and boats contribute to the performance of some of these seven

missions close to shore. NSCs, OPCs, and FRCs perform them both close to shore and in the
deepwater environment, which generally refers to waters more than 50 miles from shore.

8 The two one-of-a-kind cutters are the Acushnet (WMEC-167), which originally entered service with the Navy in
1944, and the Alex Haley (WMEC-39), which originally entered service with the Navy in 1971. The Acushnet served in
the Navy from until 1946, when it was transferred to the Coast Guard. The ship was about 214 feet long and had a
displacement of about 1,700 tons. The Alex Haley served in the Navy until 1996. It was transferred to the Coast Guard
in 1997, converted into a cutter, and reentered service with the Coast Guard in 1999. It is 282 feet long and has a full
load displacement of about 2,900 tons.

9 Island-class boats are 110 feet long and have a full load displacement of about 135 to 170 tons.

10 Government Accountability Office, Coast Guard/:]Legacy Vessels’ Declining Conditions Reinforce Need for More
Realistic Operational Targets, GAO-12-741, July 2012, 71 pp.

11 The four statutory Coast Guard missions that are not to be routinely performed by NSCs, OPCs, and FRCs are
marine safety, aids to navigation, marine environmental protection, and ice operations. These missions are performed
primarily by other Coast Guard ships. The Coast Guard states, however, that “while [NSCs, OPCs, and FRCs] will not
routinely conduct [the] Aids to Navigation, Marine Safety, or Marine Environmental Protection missions, they may
periodically be called upon to support these missions (i.e., validate the position of an Aid to Navigation, transport
personnel or serve as a Command and Control platform for a Marine Safety or Marine Environmental Response
mission, etc.).” (Source: Coast Guard information paper provided to CRS on June 1, 2012.)
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NSC Program

National Security Cutters (Figure 1)—also known as Legend (WMSL-750)"? class cutters
because they are being named for legendary Coast Guard personnel*®>—are the Coast Guard’s
largest and most capable general-purpose cutters.'* They are larger and technologically more
advanced than Hamilton-class cutters, and are built by Huntington Ingalls Industries’ Ingalls
Shipbuilding of Pascagoula, MS (HII/Ingalls).

Figure I. National Security Cutter

Source: U.S. Coast Guard photo accessed May 2, 2012, at http://www.flickr.com/photos/coast_guard/
5617034780/sizes/|/in/set-72157629650794895/.

12 In the designation WMSL, W means Coast Guard ship and MSL stands for maritime security cutter, large.

13 For a Coast Guard news release that mentions the naming rule for the class, see U.S. Coast Guard, “Acquisition
Update: Keel Authenticated for the Fifth National Security Cutter,” May 17, 2013.

14 The NSC design is 418 feet long and has a full load displacement of about 4,500 tons. The displacement of the NSC
design is about equal to that of Navy’s Oliver Hazard Perry (FFG-7) class frigates, which are 453 feet long and have a
full load displacement of about 4,200 tons. The Coast Guard’s three polar icebreakers are much larger than NSCs, but
are designed for a more specialized role of operations in polar waters. The Coast Guard states that

The largest and most technologically advanced of the Coast Guard’s newest classes of cutters, the
NSCs replace the aging 378-foot high endurance cutters, which have been in service since the
1960s. Compared to legacy cutters, the NSCs’ design provides better sea-keeping and higher
sustained transit speeds, greater endurance and range, and the ability to launch and recover small
boats from astern, as well as aviation support facilities and a flight deck for helicopters and
unmanned aerial vehicles.

(“National Security Cutter,” accessed April 19, 2018, at https://www.dcms.uscg.mil/Our-
Organization/Assistant-Commandant-for-Acquisitions-CG-9/Programs/Surface-Programs/National -
Security-Cutter/.)
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The Coast Guard’s acquisition program of record (POR)—the service’s list, established in 2004,
of planned procurement quantities for various new types of ships and aircraft—calls for procuring
8 NSCs as replacements for the service’s 12 Hamilton-class high-endurance cutters. The Coast
Guard’s November 2017 acquisition program baseline (APB) for the NSC program estimated the
total acquisition cost of a nine-ship NSC program at $6.135 billion, or an average of about $682
million per ship.™

Although the Coast Guard’s POR calls for procuring a total of 8 NSCs to replace the 12
Hamilton-class cutters, Congress through FY2018 has funded 11 NSCs, including two (the 10™
and 11™) in FY2018. Six NSCs are now in service (the sixth was commissioned into service on
April 1, 2017), and the seventh, eighth, and ninth are scheduled for delivery in 2018, 2019, and
2020, respectively. The Coast Guard’s proposed FY2019 budget requests $65 million in
acc%]uisition funding for the NSC program; this request does not include additional funding for a
12" NSC.

For additional information on the status and execution of the NSC program from May 2018 and
March 2016 GAO reports, see Appendix C.

OPC Program

Offshore Patrol Cutters (Figure 2, Figure 3, and Figure 4)—also known as Heritage (WMSM-
915)™ class cutters because they are being named for past cutters that played a significant role in
the history of the Coast Guard and the Coast Guard’s predecessor organizations*’—are to be
smaller, less expensive, and in some respects less capable than NSCs.™® In terms of full load
displacement, OPCs are to be about 80% as large as NSCs.'® Coast Guard officials describe the
OPC program as the service’s top acquisition priority. OPCs are being built by Eastern
Shipbuilding Group of Panama City, FL.

15 Government Accountability Office, Home Security Acquisitions[:] Leveraging Programs’ results Could Further
DHS’s Progress to Improve Portfolio Management, May 2018, GAO-18-339SP, p. 91.

16 In the designation WMSM, W means Coast Guard ship and MSM stands for maritime security cutter, medium.

17 For the naming rule for the class and a list of the names of the first 11 OPCs, see U.S. Coast Guard, “The Offshore
Patrol Cutter (OPC) Is The Coast Guard’s Highest Investment Priority and Will Play A Critical Role in the Service’s
Future,” undated, accessed August 15, 2017, at http://www.dcms.uscg.mil/Our-Organization/Assistant-Commandant-
for-Acquisitions-CG-9/Newsroom/OPC_Day/. See also Sam LaGrone, “Coast Guard Celebrates Birthday by Naming
11 Planned Offshore Patrol Cutters,” USNI News, August 4, 2017 (updated August 5, 2017).

18 The service states that OPCs

The OPCs will provide the majority of offshore presence for the Coast Guard’s cutter fleet,
bridging the capabilities of the 418-foot national security cutters, which patrol the open ocean, and
the 154-foot fast response cutters, which serve closer to shore. The OPCs will conduct missions
including law enforcement, drug and migrant interdiction, search and rescue, and other homeland
security and defense operations. Each OPC will be capable of deploying independently or as part of
task groups and serving as a mobile command and control platform for surge operations such as
hurricane response, mass migration incidents and other events. The cutters will also support Arctic
objectives by helping regulate and protect emerging commerce and energy exploration in Alaska.

(“Offshore Patrol Cutter,” accessed April 20, 2018, https://www.dcms.uscg.mil/Our-Organization/
Assistant-Commandant-for-Acquisitions-CG-9/Programs/Surface-Programs/Offshore-Patrol-
Cutter/Offshore-Patrol-Cutter-Program-Profile/.)

19 As of May 26, 2017, the OPC’s light ship displacement (i.e., its “empty” displacement, without fuel, water, ballast,
stores, and crew) was preliminarily estimated at about 2,640 to 2,800 tons, and its full load displacement was
preliminarily estimated at about 3,500 to 3,730 tons. (Source: Figures provided to CRS by Cost Guard liaison office,
May 26, 2017.) In terms of full load displacement, this would make OPCs roughly 80% as large as NSCs.
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Figure 2. Offshore Patrol Cutter
Artist’s rendering

Source: “Offshore Patrol Cutter Notional Design Characteristics and Performance,” accessed September 16,
2016, at https://www.uscg.mil/acquisition/opc/pdf/OPC%20Placemat%2036x24.pdf.

Figure 3. Offshore Patrol Cutter
Artist’s rendering
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Source: “Offshore Patrol Cutter Notional Design Characteristics and Performance,” accessed September 16,
2016, at https://www.uscg.mil/acquisition/opc/pdf/OPC%20Placemat%2036x24.pdf.

The Coast Guard’s POR calls for procuring 25 OPCs as replacements for the service’s 29
medium-endurance cutters. As of June 2017, the Coast Guard estimated the total acquisition cost
of the 25 ships at $10.449 billion, or an average of about $391 million per ship.”® The first OPC
was funded in FY2018 and is to be delivered in 2021. The Coast Guard’s proposed FY2019

20 Government Accountability Office, Home Security Acquisitions/:] Leveraging Programs’ results Could Further
DHS'’s Progress to Improve Portfolio Management, May 2018, GAO-18-339SP, p. 93.
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budget requests $400 million in acquisition funding for the OPC program for the construction of
the second OPC (which is scheduled for delivery in 2022) and for procurement of long leadtime
materials (LLTM) for the third OPC (which is scheduled for delivery in 2023).

Figure 4. Offshore Patrol Cutter
Artist’s rendering

Source: Image received from Coast Guard liaison office, May 25, 2017.

The Coast Guard’s Request for Proposal (RFP) for the OPC program, released on September 25,
2012, established an affordability requirement for the program of an average unit price of $310
million per ship, or less, in then-year dollars (i.e., dollars that are not adjusted for inflation) for
ships 4 through 9 in the program.®! This figure represents the shipbuilder’s portion of the total
cost of the ship; it does not include the cost of government-furnished equipment (GFE) on the
ship,? or other program costs—such as those for program management, system integration, and
logistics—that contribute to the above-cited figure of $391 million per ship.?

At least eight shipyards expressed interest in the OPC program.”* On February 11, 2014, the
Coast Guard announced that it had awarded Preliminary and Contract Design (P&CD) contracts

2L Source: Section C.5 of the RFP, accessed October 31, 2012, at http://www.uscg.mil/ACQUISITION/newsroom/
updates/opc092512.asp.

22 GFE is equipment that the government procures and then delivers to the shipyard for installation on the ship.
23 Source: Coast Guard emails to CRS dated June 25, 2013.

24 The firms were the following: Bollinger Shipyards of Lockport, LA; Eastern Shipbuilding Group of Panama City,
FL; General Dynamics Bath Iron Works (GD/BIW) of Bath, ME; Huntington Ingalls Industries (HI1) of Pascagoula,
MS; Marinette Marine Corporation of Marinette, WS; General Dynamics National Steel and Shipbuilding Company
(GD/NASSCO) of San Diego, CA,; Vigor Shipyards of Seattle, WA; and VT Halter Marine of Pascagoula, MS.

(Source: U. S. Coast Guard Offshore Patrol Cutter (OPC) List of Interested Contractors Updated July 2012, accessed
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to three of those eight firms—Bollinger Shipyards of Lockport, LA; Eastern Shipbuilding Group
of Panama City, FL; and General Dynamics’ Bath Iron Works (GD/BIW) of Bath, ME.?* On
September 15, 2016, the Coast Guard announced that it had awarded the detail design and
construction (DD&C) contract to Eastern Shipbuilding. The contract covers detail design and
production of up to 9 OPCs and has a potential value of $2.38 billion if all options are
exercised.”®

Section 223 of the Howard Coble Coast Guard and Maritime Transportation Act of 2014 (S.
2444/P.L. 113-281 of December 18, 2014) states the following:

SEC. 223. MULTIYEAR PROCUREMENT AUTHORITY FOR OFFSHORE PATROL
CUTTERS.

In fiscal year 2015 and each fiscal year thereafter, the Secretary of the department in which
the Coast Guard is operating may enter into, in accordance with section 2306b of title 10,
United States Code, multiyear contracts for the procurement of Offshore Patrol Cutters and
associated equipment.

For additional information on the status and execution of the OPC program from May 2018 and
March 2016 GAO reports, see Appendix C.

online October 23, 2012, at http://www.uscg.mil/ACQUISITION/opc/pdf/companiesinterested.pdf; and Kevin
Brancato and Anne Laurent, Coast Guard’s $12 Billion Cutter Competition Spurs Eight Shipyards to Dive In,
Bloomberg Government Study, November 8, 2012, 6 pp. The Coast Guard document states that these firms “expressed
interest in the Offshore Patrol Cutter acquisition and have agreed to their names provided on the Coast Guard website.”
See also Stew Magnuson, “New Coast Guard Cutter Sparks Fierce Competition Among Shipbuilders,” National
Defense (www.nationaldefensemagazine.org), April 2013, accessed March 26, 2013, at
http://www.nationaldefensemagazine.org/articles/2013/4/1/2013april-new-coast-guard-cutter-sparks-fierce-
competition-among-shipbuilders.)

25 «Acquisition Update: U.S. Coast Guard Awards Three Contracts for Offshore Patrol Cutter Preliminary and Contract
Design,” February 11, 2014, accessed February 14, 2014, at http://www.uscg.mil/hg/cg9/newsroom/updates/
opc021114.asp. HIl and VT Halter Marine reportedly filed protests of the Coast Guard’s award decision on February
24 and 25, respectively. The Coast Guard issued stop work orders to Bollinger, Eastern, and GD/BIW pending GAO’s
rulings on the protests. (Calvin Biesecker, “Coast Guard Issues Stop Work Orders On OPC Following Protests,”
Defense Daily, February 28, 2014: 2-3. See also Christopher P. Cavas, “Ingalls Protesting US Coast Guard Cutter
Contract,” DefenseNews.com, February 26, 2014.) On June 5, 2014, it was reported that GAO had rejected the protests,
and that the Coast Guard had directed Bollinger, Eastern, and GD/BIW to resume their work. (Calvin Biesecker, “Coast
Guard Directs Design Work Continue On OPC After GAO Denies Protests,” Defense Daily, June 5, 2014: 1;
Christopher P. Cavas, “US Coast Guard Cutter Award Upheld,” Defense News (http://www.defensenews.com), June 5,
2014. For the text of the decision, see Government Accountability Office, Decision in the Matter of Huntington Ingalls
Industries, Inc.; VT Halter Marine, Inc., June 2, 2014.)

% Acquisition Update: Coast Guard Selects Offshore Patrol Cutter Design,” September 15, 2016, accessed September
16, 2016, at https://www.uscg.mil/acquisition/newsroom/updates/OPC091516.asp. An October 7, 2016, press report
states that “after no protests were filed by the losing bidders to build the Coast Guard’s new class of medium-endurance
cutters, the service this week directed Eastern Shipbuilding Group to proceed with detail design and construction of the
Offshore Patrol Cutter (OPC).... The period for the losing bidders to file a protest ended at close of business on Monday
[October 3].” (Calvin Biesecker, “Coast Guard Directs Eastern Shipbuilding To Move Forward With Offshore Patrol
Cutter,” Defense Daily, October 7, 2016, p. 3. See also “Acquisition Update: Coast Guard Moves Forward To Next
Phase Of OPC Acquisition,” October 5, 2016, accessed march 20, 2016, at https://www.uscg.mil/acquisition/
newsroom/updates/OPC100516.asp.)

On September 7, 2017, the Coast Guard exercised a fixed-price option to its contract with Eastern Shipbuilding to

procure long lead time materials (LLTM) for the first OPC; the total value of the option is $41.68 million. (“Coast
Guard Exercises Long Lead Time Materials Option For First Offshore Patrol Cutter,” September 7, 2017, accessed
October 25, 2017, at http://www.dcms.uscg.mil/Our-Organization/Assistant-Commandant-for-Acquisitions-CG-9/
Newsroom/OPC090717/.)
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FRC Program

Fast Response Cutters (Figure 5)—also called Sentinel (WPC-1101)’ class patrol boats because
they are being named for enlisted leaders, trailblazers, and heroes of the Coast Guard and its
predecessor services of the U.S. Revenue Cutter Service, U.S. Lifesaving Service, and U.S.
Lighthouse Service?®*—are considerably smaller and less expensive than OPCs, but are larger than
the Coast Guard’s older patrol boats.?? FRCs are built by Bollinger Shipyards of Lockport, LA.

Figure 5. Fast Response Cutter
With an older Island-class patrol boat behind
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Source: U.S. Coast Guard photo accessed May 4, 2012, at http://www.flickr.com/photos/coast_guard/
6871815460/sizes/|/in/set-72157629286167596/.

The Coast Guard’s POR calls for procuring 58 FRCs as replacements for the service’s 49 Island-
class patrol boats.*® The Coast Guard as of June 2017 estimated the total acquisition cost of the 58

27 In the designation WPC, W means Coast Guard ship and PC stands for patrol craft.

28 Source for class naming rule: U.S. Coast Guard bulletin, “ALCOAST 349/17 - Nov 2017 New Fast Response Cutters
Named for Coast Guard heroes,” November 22, 2017, accessed November 20, 2017, at
https://content.govdelivery.com/accounts/fUSDHSCG/bulletins/1c6c844.

29 FRCs are 154 feet long and have a full load displacement of 353 tons.

30 The Coast Guard states that
The planned fleet of FRCs will conduct primarily the same missions as the 110’ patrol boats being
replaced. In addition, the FRC will have several increased capabilities enhancing overall mission
execution. The FRC is designed for rapid response, with approximately a 28 knot speed capability,

and will typically operate in the coastal zones. Examples of missions that FRCs will complete
include SAR, Migrant Interdiction, Drug Interdiction and Ports Waterways and Coastal Security.
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cutters at $3.342 billion, or an average of about $58 million per cutter.** A total of 50 FRCs have
been funded through FY2018. The 28™ was commissioned into service on July 25, 2018. The 29"
was accepted by the Coast Guard on June 7, 2018, and is scheduled to be commissioned into
service in the Fall of 2018. The Coast Guard’s proposed FY2019 budget requests $240 million in
acquisition funding for the procurement of four more FRCs.

For additional information on the status and execution of the FRC program from May 2018 and
March 2016 GAO reports, see Appendix C.

Funding in FY2013-FY2019 Budget Submissions

Table 1 shows annual requested and programmed acquisition funding for the NSC, OPC, and
FRC programs in the Coast Guard’s FY2013-FY2019 budget submissions. Actual appropriated
figures differ from these requested and projected amounts.

Issues for Congress

Whether to Fund a 12t NSC in FY2019

One issue for Congress is whether to fully or partially fund the acquisition of a 12" NSC in
FY2019. Based on funding provided by Congress for the procurement of the 11™ NSC in
FY2018, fully funding the procurement of a 12" in FY2019 might require about $635 million.

Supporters of procuring a 12" NSC in FY2019 could argue that a total of 12 NSCs would provide
one-for-one replacements for the 12 Hamilton-class cutters, that the Coast Guard’s POR record
includes only about 61% as many new cutters as the Coast Guard has calculated would be
required to fully perform the Coast Guard’s anticipated missions in coming years (see “Planned
NSC, OPC, and FRC Procurement Quantities” below, as well as Appendix A); and that funding
the 12" NSC in FY2019 would allow the Coast Guard and HII/Ingalls, in identifying an efficient
production profile for the ship, to consider options for building the 10", 11™, and 12" NSCs at
intervals of less than 12 months.

Skeptics or opponents of procuring a 12" NSC in FY2019 could argue that the Coast Guard’s
POR includes only 8 NSCs, that the Coast Guard’s fleet mix analyses (see “Planned NSC, OPC,
and FRC Procurement Quantities” below, as well as Appendix A) have not shown a potential
need for more than 9 NSCs, and that in a situation of finite Coast Guard budgets, funding a 12"
NSC in FY2018 might require reducing funding for other Coast Guard programs. They might
also argue that deferring procurement of a 12" NSC to FY2020 would permit an efficient one-
per-year production profile for the 10", 11", and 12 NSCs.

FRCs will provide enhanced capabilities over the 110’s including improved C4ISR capability and
interoperability; stern launch and recovery (up through sea state 4) of a 40 knot, Over-the-Horizon,
7m cutter boat; a remote operated, gyro stabilized MK38 Mod 2, 25mm main gun; improved sea
keeping; and enhanced crew habitability.

(Department of Homeland Security, United States Coast Guard, Fiscal Year 2013 Congressional
Justification, p. CG-AC&I-28 (pdf page 182 of 400).)

31 Government Accountability Office, Home Security Acquisitions[:] Leveraging Programs’ results Could Further
DHS'’s Progress to Improve Portfolio Management, May 2018, GAO-18-339SP, p. 81.
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Table 1. NSC, OPC, and FRC Funding in FY2013-FY2019 Budget Submissions

Figures in millions of then-year dollars

Budget FYI3 FYI4 FYI5 FYI6 FYI7 FYI8 FYI FY20 FY2I FY22 FY23

9

NSC program

FYI13 683 0 0 0 0

FY 14 616 710 38 0 45

FY15 638 75 130 30 47

FYl6 91.4 132 95 30 15

FY17 127 95 65 65 21

FY18 54 65 65 21 6.6

FYI19 65 n/a n/a n/a n/a
OPC program

FYI13 30 50 40 200 530

FY 14 25 65 200 530 430

FYI5 20 90 100 530 430

FYl6 18.5 100 530 430 430

FY17 100 530 430 530 770

FYi8 500 400 457 716 700

FYI19 400 n/a n/a n/a n/a
FRC program

FYI3 139 360 360 360 360

FY 14 75 110 110 110 110

FY15 110 340 220 220 315

FYlé 340 325 240 240 325

FY17 240 240 325 325 18

FY18 240 335 335 26 18

FY19 240 n/a n/a n/a n/a
Total

FY13 852 410 400 560 890

FY 14 716 885 348 640 585

FY15 768 505 450 780 792

FY16 449.9 557 865 700 370

FY17 467 865 820 920 809

FY18 794 800 857 763 724.6

FY19 705 n/a n/a n/a n/a

Source: Table prepared by CRS based on FY2013-FY2019 budget submissions.

Note: n/a means not available.

Number of FRCs to Fund in FY2019

Another issue for Congress is whether to fund the acquisition of four FRCs in FY2019, as
requested, or some other number, such as six, which is the maximum number that has been
acquired in some prior fiscal years. As shown in Table 1, the Coast Guard’s FY2019 budget
requests $240 million for the procurement of four FRCs. Based on prior-year appropriations for
FRCs, procuring a total of six FRCs in FY2019 would require $340 million, or $100 million more
than the requested amount.

Supporters of funding the acquisition of six FRCs in FY2019 could argue that it would increase
production economies of scale and thus reduce the unit acquisition cost of the ships, and help the
Coast Guard to close more quickly a gap in patrol boat capacity that is limiting the Coast Guard’s
ability to interdict illegal drugs and carry out other missions. Supporters of funding the
acquisition of four FRCs in FY2019 could argue that in a situation of finite Coast Guard budgets,
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funding two additional FRCs at an additional cost of $100 million might require reducing funding
for other Coast Guard programs.

Annual or Multiyear Contracting for OPCs

Another issue for Congress is whether to acquire OPCs using annual contracting or multiyear
contracting in the form of multiyear procurement (MYP) or block buy contracting. The Coast
Guard currently plans to use a contract with options for procuring the first nine OPCs. Although a
contract with options may look like a form of multiyear contracting, it operates more like a series
of annual contracts. Contracts with options do not achieve the reductions in acquisition costs that
are possible with MYP and block buy contracting. Using MYP or block buy contracting involves
accepting certain tradeoffs.*

As mentioned earlier, Section 223 of the Howard Coble Coast Guard and Maritime
Transportation Act of 2014 (S. 2444/P.L. 113-281 of December 18, 2014) grants authority to use
MYP in the OPC program. MYP typically cannot be used on the first several ships in a
shipbuilding program because the law that regulates MYP (10 U.S.C. 2306b) requires a stable
design for an acquisition program to qualify for MYP. In a shipbuilding program, a stable design
is typically demonstrated by completing the construction of the first ship in the class, by which
time the first several ships in the class typically have been funded and put under contract.

Block buy contracting, by comparison, can be used at the start of a shipbuilding program,
beginning with the first ship. (Indeed, this was a principal reason why block buy contracting was
in effect invented in FY 1998, as the contracting method for procuring the Navy’s first four
Virginia-class attack submarines.) As with MYP, authority for using block buy contracting must
be granted by Congress. Since Section 223 of P.L.. 113-281 grants authority to use MYP but not
block buy contracting, Congress would need to grant authority to the Coast Guard to use block
buy contracting in the OPC program.

CRS estimates that if the Coast Guard were to use block buy contracting with economic order
quantity (EOQ) purchases (i.e., up-front batch purchases) of components for acquiring the first
several OPCs, and either MYP or block buy contracting with EOQ purchases for acquiring the
remaining ships in the program, the savings on the total acquisition cost of the 25 OPCs
(compared to costs under contracts with options) could amount to roughly $1 billion. CRS also
estimates that acquiring the first nine ships in the OPC program under the current contract with
options could forego roughly $350 million of the $1 billion in potential savings.

One potential option for the subcommittee would be to look into the possibility of having the
Coast Guard either convert the current OPC contract at an early juncture into a block buy contract
with EOQ authority, or, if conversion is not possible, replace the current contract at an early

32 These tradeoffs include the following:
- reduced congressional control over year-to-year spending, and tying the hands of future Congresses;

- reduced flexibility for making changes in Coast Guard acquisition programs in response to unforeseen changes in
strategic or budgetary circumstances (which can cause any needed funding reductions to fall more heavily on
acquisition programs not covered by multiyear contracts);

- a potential need to shift funding from later fiscal years to earlier fiscal years to fund economic order quantity
(EOQ) purchases (i.e., up-front batch purchases) of components;

- the risk of having to make penalty payments to shipbuilders if multiyear contracts need to be terminated due to
unavailability of funds needed for the continuation of the contracts; and

- the risk that materials and components purchased for ships to be procured in future years might go to waste if
those ships are not eventually procured.
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juncture with a block buy contract with EOQ authority.®® Replacing the current contract with a
block buy contract might require recompeting the program, which would require effort on the
Coast Guard’s part and could create business risk for Eastern Shipbuilding Group, the shipbuilder
that holds the current contract. On the other hand, the cost to the Coast Guard of recompeting the
program would arguably be small relative to a potential additional savings of perhaps $300
million, and Eastern arguably would have a learning curve advantage in any new competition by
virtue of its experience in building the first OPC.

OPC Procurement Rate

The current procurement profile for the OPC, which reaches a maximum projected rate of two
ships per year, would deliver OPCs many years after the end of the originally planned service
lives of the medium-endurance cutters that they are to replace. Coast Guard officials have
testified that the service plans to extend the service lives of the medium-endurance cutters until
they are replaced by OPCs. There will be maintenance and repair expenses associated with
extending the service lives of medium-endurance cutters, and if the Coast Guard does not also
make investments to increase the capabilities of these ships, the ships may have less capability in
certain regards than OPCs.*

One possible option for addressing this situation would be to increase the maximum annual OPC
procurement rate from the currently planned two ships per year to three or four ships per year.
Doing this could result in the 25™ OPC being delivered about four years or six years sooner,
respectively, than under the currently planned maximum rate. Increasing the OPC procurement
rate to three or four ships per year would require a substantial increase to the Coast Guard’s
Procurement, Construction, and Improvements (PC&I) account,® an issue discussed in Appendix
B.

Increasing the maximum procurement rate for the OPC program could, depending on the exact
approach taken, reduce OPC unit acquisition costs due to improved production economies of
scale. Doubling the rate to four ships per year, for example, could reduce unit procurement costs
by as much as 10%, which could result in hundreds of millions of dollars in additional savings in
acquisition costs for the program. Increasing the maximum procurement rate could also create
new opportunities for using competition in the OPC program. Notional alternative approaches for
increasing the OPC procurement rate to three or four ships per year include but are not
necessarily limited to the following:

e increasing the production rate to three or four ships per year at Eastern
Shipbuilding—an option that would depend on Eastern Shipbuilding’s
production capacity;

e introducing a second shipyard to build Eastern’s design for the OPC;

e introducing a second shipyard (such as one of the other two OPC program
finalists) to build its own design for the OPC—an option that would result in two
OPC classes; or

33 As part of the replacement scenario, the Coast Guard could end the implementation of the current contract with
options by not exercising an option.

34 For further discussion, see Government Accountability Office, Coast Guard Acquisitions[:] Actions Needed to
Address Longstanding Portfolio Management Challenges, GAO 18-454, July 2018, pp. 32-36.

3 Prior to FY2019, the PC&I account was called the Acquisition, Construction, and Improvements (AC&I) account.
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e building additional NSCs in the place of some of the OPCs—an option that might
include descoping equipment on those NSCs where possible to reduce their
acquisition cost and make their capabilities more like that of the OPC. Such an
approach would be broadly similar to how the Navy is planning to use a
descoped version of the San Antonio (LPD-17) class amphibious ship as the basis
for its LPD-17 Flight IT (LPD-30) class amphibious ships.*®

Planned NSC, OPC, and FRC Procurement Quantities

Another issue for Congress concerns the Coast Guard’s planned NSC, OPC, and FRC
procurement quantities. The POR’s planned force of 91 NSCs, OPCs, and FRCs is about equal in
number to the Coast Guard’s legacy force of 90 high-endurance cutters, medium-endurance
cutters, and 110-foot patrol craft. NSCs, OPCs, and FRCs, moreover, are to be individually more
capable than the older ships they are to replace. Even so, Coast Guard studies have concluded that
the planned total of 91 NSCs, OPCs, and FRCs would provide 61% of the cutters that would be
needed to fully perform the service’s statutory missions in coming years, in part because Coast
Guard mission demands are expected to be greater in coming years than they were in the past. For
further discussion of this issue, about which CRS has testified and reported on since 2005,% see
Appendix A.

NSC Program: Initial Testing

Another potential oversight issue for Congress concerns the results of initial testing of the NSC. A
January 2016 GAO report stated the following:

The U.S. Navy, the Coast Guard’s independent test agent, completed initial testing for the
National Security Cutter (NSC) in April 2014 and rated the NSC as operationally effective
and suitable. Still, testing revealed 10 major deficiencies.... Initial testing is an event
designed to verify performance of critical systems to ensure assets are capable of meeting
mission requirements. The event tests critical operational issues and key performance
parameters. The NSC fully met 12 of 19 key performance parameters. Tests of one key
performance parameter, as well as other critical systems, were deferred to follow-on
testing. The Coast Guard and the U.S. Navy disagree on the NSC’s requirements for cutter
boat operations. Without clear requirements the Navy and Coast Guard will not have a
basis for determining actions to resolve any performance issues. Coast Guard officials
acknowledged that clarifying these requirements would be beneficial.

The Coast Guard plans to begin follow-on testing in fall 2016. It must submit corrective
action plans to the U.S. Navy to close any deficiencies. According to Coast Guard
documentation, it may choose not to correct all deficiencies due to the cost of changes.
Department of Homeland Security (DHS) acquisition guidance does not specify the timing
of follow-on testing or the actions to be taken in response to the findings. Without a definite
time frame DHS risks encountering the same problems as the NSC program experienced
with future acquisitions and fielding assets without knowing the full capabilities.

During operations, the NSC has experienced performance issues that were not identified
during initial testing, and the Coast Guard has planned design changes to some of the

% For additional discussion, see CRS Report R43543, Navy LPD-17 Flight Il (LX[R]) Amphibious Ship Program:
Background and Issues for Congress, by Ronald O'Rourke.

37 See Statement of Ronald O’Rourke, Specialist in National Defense, Congressional Research Service, Before the
Senate Commerce, Science, and Transportation Committee, Subcommittee on Fisheries and the Coast Guard, Hearing
on The Coast Guard’s Revised Deepwater Implementation Plan, June 21, 2005, pp. 1-5.
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cutters’ equipment.... However, the Coast Guard has not yet found the causes for problems
affecting the NSC’s propulsion systems. As a result of these and other equipment failures,
the NSC has been operating in a degraded condition in some mission areas. DHS has no
plans for additional acquisition review boards for the NSC, which would provide oversight
going forward. Continued management-level oversight by DHS would help ensure that
problems identified during testing and operations are addressed.*

Legislative Activity in 2018

Summary of Appropriations Action on FY2019 Acquisition
Funding Request

Table 2 